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REVIEW OF THE MONTH
Since the beginning of April member bank
reserves have increased by about $850,000,000
as a consequence of dis-
increase in member bursements by the United
bank reserves
States Treasury of funds
held on deposit with Federal Reserve banks.
Reserves in excess of requirements during the
period increased by about $1,400,000,000, of
which $750,000,000 resulted from the reduc-
tion in reserve requirements by the Board of
Governors the middle of April. By the middle
of July excess reserves had increased to
$3,150,000,000, close to the high level of Au-
gust 1936. They subsequently declined some-
what and on August 24 amounted to $2,980,-
000,000. Fluctuations in member bank re-
serves and in Treasury balances with the Re-
serve banks are shown in the charts on page
760.
Treasury balances with the Reserve banks,
which were increased on April 14 by $1,400,-
000,000 as the result of the release of in-
active gold by the Treasury, were rapidly
drawn down until the middle of July, largely
for the retirement of $800,000,000 of Treas-
ury bills. In the following four weeks cur-
rent receipts, including proceeds from th§ sale
of Reconstruction Finance Corporation notes
and Treasury bills, exceeded disbursements
and Treasury balances increased by $200,-
000,000, with a consequent reduction in excess
reserves. In the latter part of August ex-
penditures were again larger than receipts,
Treasury balances declined somewhat, and
excess reserves increased.
The principal factor in the variations in
Treasury deposits at the Reserve banks since
April has been changes in the amount of out-
standing Treasury bills, which was reduced
by $800,000,000 from April 27 to July 20 and
increased by $250,000,000 in the 5 weeks end-
ing August 24. There have been, however,
other important Treasury receipts and ex-
penditures. For the entire period from April
1 to August 24, net disbursements by the
Treasury on account of the excess of current
budget expenditures over receipts were large,
amounting to about $1,000,000,000, reflecting
in part increased disbursements for relief.
Payments for the purchase of gold amounted
to about $250,000,000 in the period. These
expenditures were partly offset by net cash
receipts from other Treasury transactions,
including about $350,000,000 of net proceeds
from the sale of notes of the Commodity
Credit Corporation and the Reconstruction
Finance Corporation, about $150,000,000
from United States savings bonds, about
$200,000,000 of net receipts for the unem-
ployment trust fund under the Social Secur-
ity Act, and the return to the Treasury of
about $250,000,000 from Treasury deposits
with commercial banks.
Treasury expenditures from its balances
with the Reserve banks this year have re-
sulted in some increase in
Recent banking hank deposits, as well as in
developments _
bank reserves. Deposits at
city banks are now at the highest level in
over a year. The increase in bank deposits
has been accompanied by a further decline in
the turnover of deposits, i.e., in the rate at
which they are used. At the present time the
country's volume of demand deposits, as well
as of total deposits including time accounts,
is near the all-time peak reached at the end of
1936, while the turnover of these deposits is
at the slowest rate on record.
Although reserves and deposits of banks
have increased, total loans and investments
declined until July. Retirement of United
States Government short-term obligations re-
duced the supply of securities available to
banks, and bank loans to commerce and in-
dustry continued to decline as the result of
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reduced business activity and curtailment of
inventories. In recent weeks there have been
small increases in loans and investments of
member banks in leading cities. While their
holdings of direct obligations of the United
States Government have declined somewhat,
total investments increased through pur-
chases of Government guaranteed obligations
and of other securities. Brokers' loans in-
creased slightly in August, and commercial
loans, which had declined sharply from last
October, have also shown small increases.
New call report figures as of June 30 show
that while city banks have increased their
holdings of investments since last autumn,
country banks investments have been fur-
ther reduced. At city banks loans have de-
clined sharply until recent weeks. At coun-
try banks loans have been relatively stable.
A drop in deposits at city banks last year has
been followed by an expansion, whereas at
country banks deposits have declined this
year. Reserve balances of city banks have
increased, but country banks have shown
little change in their reserves, preferring to
build up their deposits with city correspond-
ents, which were already exceptionally large.
Tables that show these developments are
presented on pages 782-783.
A chart of selected items from the aggre-
gate balance sheets of country member banks
since the end of 1934 is
Developments at given below. The largest
country banks '
recent change on the chart
is a decline of $430,000,000 in investment
holdings from June 1937 to June 1938. About
$190,000,000 of this decline was in holdings of
United States Government obligations, most
of which has occurred since last March in
holdings of Treasury notes and of issues guar-
anteed by the Government. The remaining
$240,000,000 represents the reduction in hold-
ings of other securities, principally those of
public utilities and railroads.
Total loans of country banks showed little
net change during the first half of 1938. They
had increased substantially during 1937 and
in some areas had begun to pick up as early as
1935. These developments are brought out by
the chart on the next page, in which the twelve
Reserve districts are grouped into three broad
geographical regions with (1) Boston, New
COUNTRY MEMBER BANKS
BILLIONS OF DOLLARS CALL REPORT DATES BILLIONS OF DOLLARS
O u
1935 1936 1937 1938
York, and Philadelphia classified as North-
eastern districts, (2) Richmond, Atlanta, St.
Louis, and Dallas as Southern districts, and
(3) the rest of the country as the Central
and Western districts. The chart is plotted
on a ratio scale so that equal vertical dis-
tances represent equal percentage changes.
Following the general decline during the
depression, loans to customers by country
banks began to increase in the Central and
Western districts in the spring of 1935. Else-
where, however, country bank loans declined
further. By the spring of 1936 the expansion
had spread to the Southern districts, but in
the Northeastern districts the decline con-
tinued until last year.
Loans on real estate were the only class of
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loans to show an increase at country banks
this year. Increases occurred in all Federal
Reserve districts except Boston. Owing
chiefly to the rise at country banks, real estate
loans at all member banks are now about
$310,000,000 larger than in the spring of 1936












































































Total loans of country banks, excluding brokers' loans and
purchased paper, plotted on ratio scale. Federal Reserve districts
grouped as follows: Northeastern districts—Boston, New York,
Philadelphia ; Central and Western districts—Cleveland, Chicago,
Minneapolis, Kansas City, San Francisco; Southern districts—
Richmond, Atlanta, St. Louis, Dallas.
and amount to $2,600,000,000. The increase
at country banks is more than twice as large
as that of all other member banks and prac-
tically all of it is in loans on non-farm real
estate.
The volume of adjusted demand deposits
(which exclude interbank balances, United
States Government deposits, and items in
process of collection) declined substantially
at country banks in the first half of 1938, after
showing little change during the previous
year. The decline was larger than the usual
seasonal amount, being $230,000,000 or nearly
4 percent. Each Federal Reserve district
shared in this decrease, and the largest per-
centage decreases were in those districts that
usually show the greatest seasonal drop.
Time deposits at country banks have shown
little change this year, after increasing stead-
ily since the early part of 1933.
Country banks have continued to be well
supplied with funds for lending and invest-
ment. Since June of last year they have built
up their balances with city correspondents by
approximately $250,000,000, of which about
a third represents the transfer from the Re-
serve banks of part of the reserve balances set
free when reserve requirements were reduced
last April. Country bank balances with city
correspondents on June 30 amounted to
$1,800,000,000, which was not much below
the all time peak of $1,930,000,000 in Decem-
ber 1936 and about double the pre-depression
volume. In addition to their large corres-
pondent balances country banks now hold
close to $500,000,000 of excess reserves with
the Federal Reserve banks.
Partly as a result of the building up of
country bank balances with city banks, all of
the additional bank reserves
Banks in leading ftiak have recently been sup-
cities
plied by the Treasury have
been acquired by city banks. Excess reserves
of city banks have accordingly been increased
by these additions to total reserves as well as
by the reduction in reserve requirements in
April.
Notwithstanding this growth in excess re-
serves, total loans and investments declined
further during the first half of 1938 at banks
both in New York and in 100 other leading
cities. During July and August they in-
creased somewhat. As shown by the follow-
ing chart, United States Government obliga-
tions held by city banks have increased this
year and have recently been larger than at any
time since the spring of 1937. Their loans,
however, declined steadily until August. The
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increase in holdings of Government securities
was chiefly at New York City banks, which
toward the close of August held about $380,-
000,000 more of Government direct and fully
guaranteed obligations than they did in Sep-
tember 1937, the low point of their holdings
for the last three years. Present holdings of
New York City banks are still about $1,000,-
000,000 less than the maximum amount they
held in the summer of 1936.
BANKS IN 101 LEADING CITIES
1935 1936
Latest figures for August 17. Commercial loans based on new-
class ificat ion beginning May 19, 1937.
During the period from March 7 of this
year to June 30, the latest two call dates,
banks in New York and other leading cities
increased their holdings of Treasury bonds
and of obligations guaranteed by the Govern-
ment. They reduced holdings of Treasury
notes and Treasury bills. These changes re-
flected the Treasury's retirement of a sub-
stantial volume of bills and the refunding of
Treasury notes into bonds. Outstanding se-
curities carrying the Government guarantee
were increased in the period with the issuance
of notes by the Commodity Credit Corpora-
tion. The following table shows the changes
in Government security holdings by types of
issue and classes of member banks between
March 7 and June 30, 1938.
UNITED STATES GOVERNMENT SECURITIES HELD BY
MEMBER BANKS, JUNE 30, 1938











































































Loans of city banks, which had increased
rapidly from early in 1936 to the autumn of
1937, subsequently declined by about $2,000,-
000,000 or by 20 percent, to approximately
the low levels of 1935. About $700,000,000
of this decline represents loans that security
brokers and dealers repaid to New York City
banks during the period of sharply declining
stock prices last year and the first quarter of
this year. More recently brokers' loans have
remained comparatively stable notwithstand-
ing a recovery in stock prices.
Most of the decline in loans at city banks
has been in commercial loans, which declined
steadily from the middle of last October
through the first week of July. The decline
amounted to about $450,000,000 in New York
City and about $510,000,000 in 100 other lead-
ing cities. Outside of the Southern Federal
Reserve districts of Richmond, Atlanta, and
Dallas, declines in commercial loans were
common to most of the large cities. Early in
July the contraction in commercial loans ap-
pears to have ceased. Small increases were
reported at many leading cities outside New
York early in July and moderate increases
occurred in New York City during the first
half of August. In part this reflects seasonal
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influences that usually bring a resumption in
commercial borrowing at city banks during
the third quarter of the year.
Although total loans and investments have
decreased at city banks this year, demand de-1
posits have increased. Drafts on deposits by |
customers of city banks to repay loans have
been exceeded by deposits derived from
Treasury expenditures out of balances at the
Federal Reserve banks. At banks in 101 lead-
ing cities, the volume of adjusted demand de-
posits during the first half of August, as
shown by the chart, was about $600,000,000
larger than the average for the first quarter
of the year and about $500,000,000 below the
peak level reached at the end of 1936.
Accompanying the increase in demand de-
posits at city banks during recent months
there has been a notable
Decline in turnover slowing down in the rate
of deposits .
at which these deposits
are utilized. This rate of turnover, or the
velocity of deposits, represents the ratio of
the amount of checks drawn against deposits
over a period to the average volume of de-
posits during the same period.
During the three years 1935-1937, demand
deposits at New York City banks, exclusive
of interbank deposits and United States Gov-
ernment deposits, turned over at an average
rate of about 30 times per annum. From
February through July of this year the aver-
age rate was about 25 V2 times per annum, a
decline of 15 percent. In the other 100 lead-
ing cities there was a comparable reduction,
the average rate from February through
July being 19^ times per annum as compared
with an average of 22 times per annum dur-
ing the previous three years. In 1926, a com-
paratively normal pre-depression year, de-
mand deposits turned over at the rate of about
80 times a year at banks in New York City
and about 36 times at banks in other leading
cities. The lower level of deposit turnover
in recent years, especially at New York City
banks, has reflected on the one hand the lower
level of security market and general business
activity and on the other hand an accumula-
tion in city banks of a large volume of idle
balances awaiting investment or other uses.
Appointment of Deputy Chairman at Federal Reserve
Bank
On August 22, 1938, the Board of Gover-
nors of the Federal Reserve System appointed
R. B. Caldwell, a Class C director of the Fed-
eral Reserve Bank of Kansas City, as Deputy
Chairman of the bank for the remainder of
the current year.
Annual Report
The complete edition of the Annual Report
of the Board of Governors for 1937 is now
available. This edition includes the text of
the report and the record of action on ques-
tions of policy by the Board of Governors
and by the Federal Open Market Committee,
which were available earlier this year in the
brief edition of the Annual Report, and in
addition contains the usual statistical tables
and other matter of record usually published
in the complete edition.
Revised Quotations of Netherlands Private Discount
Rate
In recent months a considerable divergence
has appeared between the quotations of the
private discount rate in Amsterdam pub-
lished by the Rotterdamsche Bankvereeniging
and by the Frankfurter Zeitung, which have
been the basis of quotations published in the
FEDERAL RESERVE BULLETIN. In the future,
quotations will be based on information fur-
nished by De Nederlandsche Bank, which has
supplied the following table of figures for the















































Federal Reserve Bulletin: September 1938